
Internal Revenue Service 

pqq~pdum -. 
CC : TL : TS/TSAMDCRSO11 

date: WAR 1 0 1988 

t":EISti let Counsei, Chlcayo 147:CBI 
ATTI’. I. t.icirjOry Gerties 

from:Director, Tax Litigation Division CC:TL 

eubiect:r:arket I,:aker Partnerships/Stock Option Straddles 
  ----------- --- ----- ---------- --- --------------------- -- ------ ----- ---------

TliiS memorandum responds to your 1~eqUeSt fcr technics1 
advice on the issue berow. 

Khether a project should be create0 fci “market maker 
pattnersilip” cases and, if 50, whether the   -------------- case bhouio 
be the lead case in the project. 

!!e have no objection to the creation of a “market maker 
partnership” Project once the scope oji the project is oeteiminei. 
it it too eariy to teii, howevei, kihetiier the   -------------- case 
s.iiouii be the leati or test case for the project. 

The ?etitionei~,   ---------- --- ---------------- was a partner in   ----
  ----- partnership, WhiC--- ------------- --- ---- pertneiship, wcs fo--------
------------- --- -------- On   -------- ---- ------- the partnershlp was approveti 
--- ---------- --- --arket ---------- ------------ on the Chicago Ecari of 
Options Exchange (CBOE). The first trade was entereo into on or 
before   ------------- --- -------- Registration as a broker or deaier 
under s-------- ------- --- --e Securities Exchange Act was applied 
for on   -------- ----- -------- and registration was yranted by the SEC 
on ----------- --- --------

The number of general partners is   -- accordiny to the 
partnership an0   according to the reven---- ayent report. The 
partner/empioyee --hose status 1s in question is the person why 
conducted aii the trading for the partnership on the floor of the 
CBOE. 
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The CBOE membership of the partnership was withdrawn on 
  ---- ----- ------- The final partnership return   --d was for   ----- 
-------------- ----- ------- is the date given on the ------- partnership 
-------- ---- ----- -----r eno of t  --- -alendar ye--- ---rtnership, NC; 
information, other than the ------- partnership tax return ano the 
  ----- individual return cf th-- ------------------- is In the 
--------strative file on the tax ------------- accorded the 
dissolution/termination/liyuldstion of the partnership. 

As we understand the facts, the Service disailowed the 
petitioners’ distributive share of   -------------stock option 
straddle losses for   ----- one the pri------- -----nd that they were not 
entereo into primariiy --- profit. Additionaily, the 
petitioners’ cistrlbutive share of ordinary iosses from   ----
  ------s stock o;jtion transactions that were not stradules -----e 
-------racterizeti as short-term capitai losses on the grounii that 
the partnership w&s not a oeaier. 

VJe uncerstand that the petitioners’ case is the only docketei 
one and that all the other partners have consented to extensions 
awaiting the outcome of this case. The partnership is not 
covereo by the TEFR.& unlfieti audit provisions. 

Sy memorandum dated December 10, 1987, you request& that we 
determine whether this case should be the lead case In a “market 
maker partnership” project. The facts above were oerived from 
that memorandum and subsequent telephone conversations. At that 
time, the case was calendared for   ----------- With the assistance 
of our office, a motion for continu------- --as prepared and flied. 
We were informed that the motion was granted, and the case wil; 
not got to trial prooabiy until   ---------------

The instant case has been referreti to as a “market maker 
partnership” case. However, the legai issues in this case which 
are in common with the issues in otner “market maker partnershi&” 
cases are more naliouiy defined as concernlnc, the ceouctibiiity 
of stock option straddle losses, anu the CilaiaCteL of stock 
option losses, incurred by a partnership that was allege&y a 
“market maker” in stock. 

We have no objection to the creation of a project covering 
these legal issues. We suggest, however, that your office 
determine the scope of the project. Fork exampie, shoulcL the 
project be limiteri to “market maker partnership” cases in the 
Chicago dist;lct, and should it inciutie individual “market maker” 
cases as well? We suggest that you contact Jerry Sevard In 
Chicago Appeais (866-0337) to determine how many cases are in 
Chicago Appeais with the same or simiiar issues. From this you 
can estimate the resources you wiil need to hancile the project. 

    
    

  

    

  
  

  
  

  

    



Once you have deternrineo the scope of the project aho the 
approximate number of investors that wiii be ;ncluded, pIea:,e 
forward a memorandm to the Tax Shelter Eranch consistent witll 
CCDki (35)3(12)7 so that WC can fcrr:ia;iy estabiish the project. 

As tc whether the   -------------- case can be the lead or test 
case in a “market mak---- ---------- it is impossible to teil at 
this point without knowing note about the other partnersliib or 
individuai cases that may becor:le paLt of tne project. Any corx.oh 
factuai threads need to be identified beiore designating any case 
as the iead case. Fo; exax;l&is, you eriouio oetelr.;Ir~e whrcile; 
there are reiated entities ,involved in either the promotion of 
the partnerships or the trading activity. 

If you hzve any yuections about these or other reiated 
nlztters, piease oo not hesitate to contact Tea Sanderson on (FTC) 
566-3233. 

ElAIiLEl:C GROSS 

  


